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Protection Actfootnote2Pub.L.Number111-203(July21,2010)("Dodd-FrankAct™).endoffoot
AGA believes that regulations implementing the Dodd-Frank Wall Street Reform and Consumer

Rotetection Act should ensure that the financial markets related to energy commodities function
efficiently and protect the ability of commercial hedgers to engage in risk management activities
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Prudential Regulators to work with the Commodity Futures Trading Commission ("CFTC") to
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swap participants, particularlﬁ as theﬁ a&ply to non-financial end-user_counterparties.
Prudential Regulators to work with the Commodity Futures Trading Commission (“CFTC”) to

develop a common approach to the margin requirements required of swap dealers and major

swap participants, particularly as they apply to non-financial end-user counterparties.
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The AGA, founded in 1918, represents 201 local energy companies that deliver clean
natural gas throughout the United States. There are more than 70 million residential, commercial
and industrial natural gas customers in the U.S., of which 91 perceat — more than 64 million
customers — receive their gas from AGA membets. AGA is an advocaite for locall natunall gas
utility companies and provides a broad range of programs and services for member natural gas
pipelines, marketers, gatherers, international gas companies and industry associates. Today,
natural gas meets almost one-fourth of the United States’ energy needs.Foat@¥3 members
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RPsaUcAcAGA's members will be directly affected by regulations promulgated under the Dodd-
Frank Act.

COMMENTS

1. COMMENTS
A. Background

AGA member companies provide natural gas service to retail customers under rates,

terms and conditions that are regulated at the local level by a state commission or other
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commercial hedging activities aid in reducing price volatility to end-use customers.



Paged. .. . : . .
gGas utilities reduce the cost or hedges for their customers by relying, in part, on their

strong financial profiles to obtain unsecured credit for their hedging transactions instead of

. Gas utilities reduce the cost or hedges for their customers hy relying, in part, on their .
posting cash collateral. Typically, entities owning gas utilities maintaini a capital structure that is

strong financial Brofiles to obtain unsecured credit for their hedging transactions jnstead of
approximately 50 percent equity and 50 percent debt, and own Targe quantities of tangible assets

osting cash collateral. Typicall(){, entities owning_Pas utilities maintain a capitﬁl,structure that is
i.e., gas distribution systéms and other energy facilities) that are recorded on their books at

approximately 50 percent ecluity and 50 percent debt, and own.large quantities of tangible assets
historical cost and financed through long-term debt. Gas utilities recover their costs, including

(i.e., gas distribution aystems and other energy. facilitiesz that are. recorded on their books at
the commodity-related costs of providing service, from their retail customers through rates

historical cost and financed through_long-term debt. Gas utilities recover their c?sts, including
approved by their local regulators. The commodity-related costs are recovered close in time to

the commodity-related costs of providing service, from their retail customers through rates
when the costs are incurred, i.¢., on a monthly basis. Moreover, to the extent customers do not

approved b_){ their local regulators, The commoditﬁ/—related costs are recovered close in time to
pay their bills, utilities may be able to recover such costs through their rates either in the torm of

when the costs are incurred, i.e., on a monthly basis. Moreover, to the extent customers do not
an expense included in base rates or through a monthly or quarterly cost recovery mechanism.

pay their bills, utjlities may be able to recover such costs.through their rates either in the_form_ of
As a result of these strong credit profiles, gas utilities are able to negotiate with financial

an expense included in base rates or. through a monthl

fy or ,quarterl}q cost recovery mechanism.
counterparties to take hedging positions up to a specified limit wit

out having to post margin or

As a result of these strong credit profiles, gas utilities are able to negotiate with financial
collateral. Similarly, gas utilities often extend their counterparties a measure of unsecured credit

counterparties to take hedging positions up to a specified limit without having to post margin or
as part of their hedging agreements, if justified by the counterparty’s financial profile. Thus, the

collateral. Similarly, gas utilities often extend their counter]?arties .a measure of unsecured credit
master agreements used by many gas utilities waive payment of 1nitial margin, specify a

as, part of their hedging agreements, if justified by the counterparty's finapcial, profile., Thus,, the
minimum transfer amount in excess of $100,000; and/or permit nétting of initial margin postings

master agreements used Ry many gas utilities waive payment of initial margin, specify a .
against margin postings for other fransactions. These provisions recognize the strong credit

minimum transfer amount in excess of $100,000, and/or permit netting of initial margin. postings
profiles and limited default risk that gas utilities pose to their counterparties. Such credit

against mar?in postings for other transactions. These prqvisions [ecggnize the strongl.c,redit
arrangements benefit Consumers by enabling counterparties to ofter hedges to gas utilities at

rofiles and limited default risk that gas utilities pose to their counterparties. Such credit
ower Cost.

arrangements benefit consumers by enabling counterparties to offer hedges to gas utilities at

lower cost.



Page 5. .
gB. The Prudential Regulators’ Proposal

The Prudential Regulators are proposing to establish capital and margin requirements for
swap dealers and major swap participants that are regulated by one of the Prudential Regulators
in accordance with Title VII of the Dodd-Frank Act. The Prudential Regulators propose rules
that would permit a regulated swap entity to select one of two alternatives to calculate initial
margin: (1) the swap entity may use a standardized table that specifies minimum initial margin
expressed as a percentage of the notiomal amount of the swap; or (2) the swap entity may use an
internal margin model that meets certain specified criteria that have been approved by the
relevant Prudential Regulator.Fodinetpddjutica] 76 ed. Renaiplhy2 respi éSaereigdfated swap entity to
colleabteariation margin periodichlly pnogosed quihé < lyeniesr atl jeast eipeah regh katndreasepinrttiey to
valiecpfthiativaprtargie pegiddied bwap anttyournthbd¥ dsiet Isadedghak thelproposeabeileshe
estalel ish thnd vapniar¢lqeliregoéattsia nd ah amitth g tsatetdodedaye PTG ratofisomatage a
regulated swap entity from collecting margin in arheuntsigeeatatethtimivthat psapossdeduieshe
esteblish minimum requirements and that nothing is intended to prevent or discourage a
regulatélhsnaoposity fubes asbespogfmtrgity pesaoforriiagraltdrathaaywbatusedtp sadsfiy thitial
ankks/Eoanoretidegioffobinder the proposal, collateral is generally limited to immediately
availablehm shdposts] higbs qusdi spebighlhditipdslofScgltaterainttat anal/agensy dbdi gatishys; ritidl
endarargoiernmeenirspoosuted Ideteipifoatodti gations subject to specified minimum “haircuts” for
purposes of determiningtihéer viatuerbmosadrgoi lptepabsissgenerally limited to immediately
availab W% edsinelpreds ;to igbnyumaticyal dgHly skicp)ith&/ B udontal Regubarb mydetyrmo biightiats; and

nettaithgtarstmyahie dpgrdatede nseopyistho ipigiatibimesapje of thepoifded rmiki dorrethaneuthe for

purposes of determining their value for margin purposes.Footnote8ldendoffootnote
With respect to commercial end users, the Prudential Regulators determined that,

notwithstanding the legislative history, the plain language of the Dodd-Frank Act requires the



Prudential Regulators to adopt rules for regulated swap entities to impose margin requirements
Prudential Regulators to adopt rules for regulated swap entities to impose margin requirements
on all non-cleared swaps, and that such language does not exclude a swap with a counterparty
on all non-cleared swaps, and that such language does not exclude a swap with a counterparty
that is a commercial end user. The Prudential Regulators stated, however, that given the lower
that is a commercial end user.Footnote9ld.atpage27,569.endoffootnotePage6.

risk of commercial end users, the proposed rules permit regulated swap entities to adopt, where
The Prudential Regulators stated, however, that given the lower
appropriate, initial and variation margin thresholds below which a regulated swap entity is not
risk of commercial end users, the proposed rules permit regulated swap entities to adopt, where
required to collect initial and variation margin from counterparties that are end users.  Under
appropriate, initial and variation margin thresholds below which a regulated swap entity is not
the proposed rules, a regulated swap entity would not be required to collect initial or variation
required to collect initial and variation margin from counterparties that are end users.Footnote

margin from a non-financial end-user counterparty as long as the regulated swap entity’s
10 Id. end of foot note Under

exposure was below the credit exposure limits that the regulated swap entity has established
the proposed rules, a regulated swap entity would not be required to collect initial or variation
under appropriate credit processes and standards.

margin from a non-financial end-user counterparty as long as the regulated swap entity's
exposur€was belbWAEhe Brajiosed Buleslimits that the regulated swap entity has established

under apprsiitiendedhe JresREePaRed idh thipiessastes habdgdsr bas prapsd rules

estabjjghing capital and margin requirements for swap dealers and major swap participants, albeit

for thosg swap extities dhagdsedaer regated by one of the Prudential Regulators.  Under the

CFTC 3 propnrtdn thetReornssbhruliss s et meass margie caavicomeroisiansaetions

betaperm nRnchsacH S rapgisntifies andknenrinsncigldeavsremrrticsjor dhsCHakschalieyedibeit

thatiessfinancalinmntERaieso thabaTS ARG BHBRT IO eHgaGAMMREG ik, fRtsdRIrisk to
12 See Margin REQUHFERMMEGTWARSRRESH AT ADSAAD SARRLBHIARIG ST Swap

Participants, 76 Fed. Reg. 23,732 (April 18, 2011); Capital Requirements of Swap Dealers and

Major Swap Participants, 76 Fed. Reg. 27,802 (May 12, 2011). end of foot note Under the
CFTC's proposal, the proposed rules would not impose margin requirements for transactions
between non-financial swaps entities and non-financial counterparties.Footnotel3

76 Fed. Rey. at page 23,736. end of foot note The CFTC believed
that non-financial counterparties, that are using swaps to hedge commercial risk, pose less risk to

non-financial swaps entities than financial counterparties.Footnotel4ld.endoffootnote



Page 7. . .. .
gl'he CFTC’s proposed rules would require that non-financial swaps entities have credit

The CFTC's propased rules would require that non-financial swaps. entities have_credit
support arrangements 1n place providing that the entity may accept as margin from non-financial

support arrangements in place providing that the entity may accept as margin from non-financial

entities only assets for which the value is reasonably ascertainable on a periodic basis in a

entities only assets for which_the value is reasonably ascertainable on a periodic basis in a
manner agreed to by the parties in the credit support arrangements.  According to the CFTC,

manner agreed to by the parties,in the credit support arrangements.Footnotel5 . .
the parties would be free to set initial and variation margin requirements at their discretion and

Id. end of . foot note According to the CFTC,
any thresholds agreed upon by the parties would be permitted. The CFTC’s proposed rules

the parties would be free fo set initial and variation margin requirements at their discretion and
would require each non-financial swaps entity to calculate hypothetical initial and variation

any thresholds agreed upon by the parties would be permitted.Footnotel6ldendoffootnote
margin amounts each day for’positions held by non-tinancial entities to serve as nsk

o . The CFTC's proposed rules
management tools that would assist in measuring exposure and computing capital

would require each non-financial swaps entity. to calcu}ate hypothetical initial and variation |
requirements.  Under the CFTC’s proposal,if a non-financial swaps entity and a non-financial

sitions held hy non-financial entities tqo serve as risk

margin amounts each day for po 7 .
the non-financial counterparty will post initial and variation

counterparty have agreed that

management tools that would assjst in measuring exposure and com_;l))uting capital |
margin, the rules provide flexibility as to the assets that are permissible, specitying simply that

requirements.Footnotel7ldatpp.23,737-78.endoffootnote Lo .
the value of the assets must be reasonably ascertainable on a periodic basis  The CFTC would

. Under the CETC's proposal, if a nan-financial swaps gntity and a non-financial
permit the use of non-cash collateral if consistent with preserving the financial integrity of the

counterparty have agreed that the non-financial counterparty will post initial and variation
markets and preserving the stability of the U.S. financial system.

margin, the rules provide flexibility as to the assets that are permissible, specifying simply that

D. . - )
the value of theca%lslflepsl%l&%t be reasonably ascertainable on a periodicbasis.Footnotel8

As noted above, AGA has an interest in seein% that the financial markets related to
at page 23,739. end 0 foot note The CFTC would

energy commodities continue to function efficiently and allow commercial hedgers to continue
permit the use of non-cash collateral if consistent with preserving the financial integrity of the

to engage in risk management activities at reasonable cost. AGA is concerned that differences in
markéts and preserving the stability of the U.S. financial system.Footnote19ld.endof

the rules applicable to swap dealers and major swap participants that are regulated by the
fooH10t  comments

As noted above, AGA has an interest in seeing that the financial markets related to
energy commodities continue to function efficiently and allow commercial hedgers to continue
to engage in risk management activities at reasonable cost. AGA is concerned that differences in

the rules applicable to swap dealers and major swap participants that are regulated by the



Page 8.
Prudeg%eal Regulators from those applicable to entities regulated by the CFTC may ultimately

Prudential Regulators from those afpplica_ble to entities r,e]gulated by the CFTC may ultimatel
have a disruptive influence on the financial markets. Differences in regulation may lead market

have a disruptive influence on the financial markets. Differences in regulation ma%[ lead market
participants to engage in regulatory arbitrage in order to take advantage ofisuch differences.

f)artici ants t_ofengage in regulatory arbitrag?e in order to take advantage of such differences.
ndeed, the difterénces in régulation may place one group of swap dealers and major swap

Indeed, the differences in regulation may place one %roup of swap dealers and major swap
participants at a competitive disadvantage in being able to ofter tinancial hedginginstruments to

participants at 3 competitive disadvantage in bejn_% able to offer financial hedging instruments to
commercial end users potentially attecting liquidity and raising prices to consumers. Moreover,

commercial end users potentially affectflrlP Itiquidity and raising_prices to consumers. Moreover,
requiring counterparties to keep track ot difterent Sets of  les Tor swap dealers and major swap

requiring counterparties to keep track of different sets of rules for swap dealers and major swap
participants depending on which agency has regulatory jurisdiction may lead to unnecessary

participants depending on which agency has regulatory jurisdiction may lead to unnecessary
contuston and unduly complex contracting and compliance practices.

confusign and unduly complex contractintg and compliance practices.
AGA, therefore, urges the Prudential Regulators to work with the CFTC to develop a

AGA, therefore, urges the Prudential Regulators to work with the CFTC tg develop a
common approach to capital and margin requirements for all swap dealers and major swap

common approach to capital and margin requirements for all swap dealers and major, swap
participants, particularly as they apply to non-financial, end-user counterparties. In that regard,

participants, Particularfl_y as they apply to non-financial, end-user counterparties. In that regard,
AGA agrees that non-tinancial, commercial end users have lower risk profiles such that swap

AGA agrees that non-financjal, commercial end users have lower. risk profiles such_that swap
dealers'and major swap participants should be permitted to enter into credit-based financial

dealers and major swap, participants should be permitted to enter into credit-based financial
arrangements whereby initial and variation margin would not be required for counterparties that

arrangements whereby initial and variation margin would not be required for counterparties that
are non-financial, commercial end users, as proposed by the CFTC.

are non-financial, commercial end users, as proposed bg the CFTC. . .
In addition, AGA is concerned that the proposed rules would require many non-financial,

In addition, AGA is conc_erneoLthat the proposed rules would require many non-financjal,
commercial end users to renegotiate their master agreements unnecessarily. As nioted above, in

commercial end users to renegotiate their master agreements unnecessarily. As noted above, in
recognition of the strong credit profiles and limited default risk of non-tinancial end users, many

rec%gnition of the stron? credit profiles and limited default risk of non-financial end_ysers, many
of the master agreements used by gas utilities waive payment of imtial margin, specify a

of the master agreements used by gas utilities waivec[)ayment of initial margin, specify a .
minimum transter amount in excess of:$100,000, and/or permit netting of initial margin postings

minimum transfer a_mour%t in excess of $100,000, and/or permit nettin%of initial margin cijostings
against margin postings for other transactions. These provisions may have been obtained as a

against margin postings for other transactions.. These provisions may have been obtained as a
result of concessions that a swap dealer or major swap participant recerved on other contract

result of concessions that a swap dealer or major swap participant received on other contract



terms.P&gmdinstance, some gas utilities and their counterparties settle their transactions and post
margin baranktdydeassme gas utilities and their counterparties settle their transactions and post
margin Requdaily besifinancial end users to adopt the contracting practices proposed in sections
.3 throughqtiviogldoetkiotivelyl reaplirsensatoyagiaptiti etiesrtisaetiegqiratt ites pnogstescthgresentiotss
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belaeeal toat theePy tdantisdtiatg theto svshonitgiominarraa gélnentorack d svimppesti thassacdh non-
fimamgeln ents b of tth e egatictet theistandardargininge diepgepesed sectioos i pbseugh sfich
arrangerh€nds islkisbtbencentred tingt stendathit eratlieqadiremeomis sedtlse gtroposddhidegmdy be
overly rddiictis/elsdJoalereseetiomnas thethel Retedentea] UkregudatsreT pireprsalo set enu kesl katerabas
oaapuiyeckstr tnti pestédhohe messtt intdi 6 aafatherRrad atival iRexgi baterpli proeoda) , thehfores! leferall dseral
aeqUirded treipostedi avehyeat addidie cablo fuvadithoghrpuglityrebighdynbigtsi dtfié. $o gos erhoodtetared
apetioyitdsl itgaiione dint be rasiai lgbie canhe fisrspsegred eatityprisg iyl imtidns Sibjecterospetifind
agenmyunblibationss afor partpivsepoof hetambispog sthieid ealteefiasanarbigaionsosesjectAs spdeified
abioveutine ' GEITELts's frauk prp als éfe o nd et pproadhigat hevvingl aes faapnaderg e punpages . Feagpote20
partidipandaffertoepaAsonoeaon-financial counterparty any collateral whose value is reasonably
above, the CFTC has taken a different approach allowing a swap dealer or major swap

participant to accept from a non-financial counterparty any collateral whose value is reasonably




ascertainable on a periodic basis.FookGtA2t8ees 6Red’Red atpi 2B R8Qetdoffoatmbthe CFTC to adopt
a conagen approach dfi.acceptable fai@k of ged ldteraiudantiahRegulatpletters dfecdif Ghtoudddpe
paromtrechasppr agceiabd edeptabdd Eottaseodlcollateral. At a minimum, letters of credit should be
permittdd addrtieocehtabde foemerdts@ippcable to initial margin modeling outlined in section .6
of the ptopdskdon]ehenmgoiverseatesthppleceskaty anitanmaf gimtraloceligg oUtlipadticubectibe .6
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rectudt emranyi o f Q61 bed ire senchegse psabll ©ynde eilvat avgsncembihd | eovdee therAesdeottinbB22ulators’
propdéal wbatd be Rep. 2 atimepdijgher 285uAclcarsdl swapls thaioatndenotarentided vedivesthe
mattkkmaAgir\ reeges ned jingtah catoep thin eeiqitia h ghasgi ofrotddaydequhdaBor petiald Regd Latges' the
Progest| alvBiekel ket @ ¢a @ dlRiimes tiad mearfginuncdels doswseps 3harbunters s day i rderivaizmes.
market. Alt&Aasesl nosestidic adiof thor peaposed ndeofldonds dayaliqladkdiemmpd riva) passvapges the
partenialtReyataabisstoialtoal nmitiginhevegin wsote khéd oskugpIab keusendesthay thppérdizoh. of
the PrudeheralaRegh} atestigroposhthe phppesedi xllespeldoines shetptlieatatsahmlama jorespuagment
fartioipantalit essiabl 2 dnpiéat entucfi nda oelal esipgstive |0bkup, tiiel evsatefarforientpgreseiapd. of
theou dublerto RE ghéatarsiponadsadl Beotrole A3 trhatiear b Tt 2 leedoffmmatzjui rement for energy
swaps would be too high and too costlyAppemdikadyspe cidmp dnatl theethd fiel eh afgimarggu ek owet
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for cleared and exchange-traded financial transactions, which are between five and ten percent of

their notional value at present. Moreover, AGA contends that the Prudential Regulators and the

CFTC should establish consistent requirements for initial margin models so as to reduce the



potential for regulatory arbitrage.Payetdrdingly, AGA urges the Prudential Regulators to work
with the CFTC to establish consistémoaugiingiyeMS foungesalhe Prgice nttad eRethattocdudevadidewver

patietieof Rdtot kstapdishre dosi steratp seiquihencemtsrfodiiyitiabenalgis. models that include a lower

P@rcentéwanﬁlsimsure for swaps in the commodity asset class.

V. %erecflﬁrlés e reasons stated above, the American Gas Association respectfully

requests YRE! th2 Bri L ARG F0RPLRCd AR0NE: HE<e TSHIFRILR AN ARROGIRteR i RgPectiully
requests that the Prudential Regulators consider these comments in this proceeding.

Respectfully submitted, signed
Andrew K. Satio

Andrew K. Soto

American Gas Association
400NNthCapitol Street, Northwest
Washington, DC 200011

(202) 8247255

asoto@aga.org



